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Macroeconomic forecasts play an important role in the planning and de-
cision-making concerning public finances. Closer economic policy coor-
dination in the EU and the resulting legislation have led to stricter require-
ments regarding the forecasts used as a basis for planning public finances.

The aim of the audit was to determine whether the forecasts produ-
ced by the Ministry of Finance give a true and fair picture of the economy 
and the economic outlook that can be used as a basis for fiscal policy deci-
sion-making, to assess and improve the openness and transparency of the 
forecasting process and methods and to examine the independence of the 
macroeconomic and fiscal forecasts prepared by the Ministry of Finance.

Economic forecasts produced by the Ministry of Finance are 
statistically reliable

A statistical analysis carried out by the National Audit Office shows that the 
economic forecasts prepared by the Ministry of Finance as a basis for fiscal 
policy are not statistically biased. According to the statistical analysis, the 
quality of the foreign trade forecasts was the poorest. The frequent unde-
restimation of these variables derives from the systematic evolution of the 
statistical base and not from the forecasting methods or processes. The Mi-
nistry of Finance publishes tables of the evolution of the forecasts and fore-
cast errors as appendices to its economic surveys. The surveys do not contain 
separate reports or comprehensive analyses of the sources or systematic na-
ture of the errors or comparisons with the forecasts produced by other eco-
nomic forecasting institutes. Changes in the fiscal forecasts compared with 
the previous General Government Fiscal Plan and factors affecting the chan-
ges are detailed in the appendices to the General Government Fiscal Plans.

There is no difference between the accuracy of the economic 
forecasts produced by the Ministry of Finance and those published by 
other forecasting institutes

Comparisons between the forecast errors show that there is no difference 
between the accuracy of the economic forecasts produced by the Ministry 
of Finance and those published by other forecasting institutes. Forecasting 
trends in foreign trade and investments has been particularly difficult for 
all forecasting institutes reviewed in the audit.

On average, fiscal forecasts have underestimated trends in revenue 
and expenditure

Fiscal forecasts systematically underestimate both revenue and expenditu-
re in general government. Except for social security funds, expenditure un-
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derestimations have been slightly higher than revenue underestimations. 
The average overestimations of net lending (difference between revenue 
and expenditure) are, however, not statistically significant for general go-
vernment as a whole.

There are no systematic descriptions of the methods for preparing 
the forecasts

The documents concerning the methods for preparing the forecasts are out-
dated or inadequate and using them it is impossible to produce a compre-
hensive or transparent picture of how macroeconomic or fiscal forecasts 
are prepared. The documentation does not provide a transparent picture 
of the information sources used in the preparation of the forecasts and the 
risks concerning the preparation and results of the forecasts are not desc-
ribed in a clear and systematic manner. The documentation should also 
contain a clear description of the timetable of the forecasting process and 
of the causal relations between the economic forecasts, fiscal forecasts and 
tax revenue estimates.

There are no clear legislative requirements concerning the formal 
independence of the fiscal forecasts

As regards the fiscal forecasts, the requirement for independent forecasting 
contained in the EU regulation on monitoring and assessing draft budgeta-
ry plans is open to interpretation. The regulation makes a clear distinction 
between macroeconomic forecasts and budgetary forecasts. Under the re-
gulation, a draft budgetary plan must include a description of the main as-
sumptions of the macroeconomic forecasts and important economic deve-
lopments which are relevant to the achievement of the budgetary targets, 
and an annex containing the methodology, economic models and assump-
tions used in the budgetary forecasts.

According to the interpretation of the National Audit Office, the requi-
rement for independence defined in the regulation specifically applies to 
macroeconomic forecasts. As regards fiscal forecasts, the Budgetary Fra-
meworks Directive states that the planning of general government finan-
ces must be based on realistic macroeconomic and budgetary forecasts.

There should be more focus on ensuring that the forecasts are seen 
as reliable by outsiders

According to the European Commission, the Finnish arrangement in which 
a department in the Ministry of Finance functions as an independent insti-
tution responsible for macroeconomic forecasts is unique in the EU. Elsew-



Conclusions

here in the euro area, macroeconomic forecasts are produced by indepen-
dent institutions or the forecasts prepared by a country’s finance ministry 
are endorsed by an independent body.

No factors that would have compromised the independence of the Mi-
nistry of Finance as a forecasting body emerged in the audit. However, the 
existing arrangement is not fully in accordance with the requirements for 
independence laid down in the regulation on monitoring and assessing 
draft budgetary plans. It was also discovered in the audit that there are po-
tential risks to independent forecasting, which can be managed by impro-
ving the practices.

Ministry of Finance experts are of the view that macroeconomic fore-
casts are independently prepared. However, there is no guarantee that as 
circumstances and personnel change continuous independence can be en-
sured. The Economics Department of the Ministry of Finance, the body res-
ponsible for the forecasts, does not have any special status in the ministry 
that would guarantee its independence in practice. Better documentation 
and adequate organisational independence of the forecasting activities can 
help to ensure that the forecasts are seen as reliable by outsiders. Special 
consideration should be given to interaction and sharing of information bet-
ween the experts in the Economics Department, Tax Department and Budget 
Department and the impact of the fiscal forecasts on economic forecasts.

Recommendations of the National Audit Office

Based on the audit, the National Audit Office issues the following recom-
mendations:
1. The forecast errors in the forecasts produced by the Ministry of Fi-

nance should be analysed and published on a regular basis. The ana-
lyses should detail to what extent the errors can be attributed to the 
evolution of the source material and to what extent they are caused 
by differences between the forecasts and the actual trends. Compari-
sons should also be made with the accuracy of the forecasts produced 
by other institutes.

2. The Ministry of Finance should produce a systematic documentation of 
the methods with which the economic forecasts and the fiscal forecasts 
are prepared. The documentation should also be publicly available.

3. Efforts should be made to ensure that the forecasts are seen as reliab-
le by outsiders and to strengthen and highlight the independent natu-
re of the forecasts. This should be done by supervisory means and by 
preparing written procedures for ensuring independence.

4. Consideration should be given to a model in which the macroeconomic 
forecasts used as a basis for fiscal policy decision-making are endorsed 
by an independent body outside the Ministry of Finance.
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1 Scope of the audit

In fiscal policy planning, it is important that decision-makers have a realistic 
picture of the economic growth that can be expected in the years to come.  
In the public debate of the recent years, it has been claimed that macroe-
conomic forecasts have frequently overestimated or underestimated eco-
nomic growth. From the perspective of fiscal policy decision-making, it is 
essential that macroeconomic forecasts are reliable.  In this audit, macroe-
conomic forecasts mean the macroeconomic forecasts and fiscal forecasts 
prepared in the Economics Department of the Ministry of Finance.  

The fiscal policy evaluation task of the National Audit Office includes 
supervision of the reliability of macroeconomic forecasts. The aim of this 
audit is to determine whether the organisation, methods and results of the 
forecasting work are in accordance with the legislative requirements. The 
aim is also to determine whether the macroeconomic forecasts prepared 
by the Ministry of Finance give a true and fair picture of the economy and 
its development prospects so that they can be used as a basis for fiscal po-
licy decision-making.

Under the Government Decree on the Ministry of Finance (610/2003)1, 
monitoring and forecasting of economic trends is one of the ministry’s tasks.  
Under the same decree, the discretionary power lies with the minister. Furt-
her provisions on the right of a minister to retain discretionary power in a 
matter are contained in the Government Act (175/2003)2.

Under the Council Directive on requirements for budgetary frameworks 
of the Member States (2011/85/EU; hereafter referred to as the “Budgetary 
Frameworks Directive”)3, fiscal planning must be based on realistic macroe-
conomic and budgetary forecasts. Furthermore, under the regulation of the 
European Parliament and of the Council on common provisions for moni-
toring and assessing draft budgetary plans (473/2013; hereafter referred to 
as the “Regulation on Monitoring and Assessing Draft Budgetary Plans”)4, 
macroeconomic forecasts must be independent in relation to fiscal policy 
decision-making. The purpose of the Fiscal Policy Act (869/2012), which 
entered into force on 1 January 2013, is to ensure compliance with the re-
quirements laid down in the Budgetary Frameworks Directive and the Re-
gulation on Monitoring and Assessing Draft Budgetary Plans5.

Under an amendment to the Fiscal Policy Act (79/2015), forecasting was 
separated from other Ministry of Finance (MoF) activities from 1 January 
20156. Under the amendment, the head of the department responsible for 
the forecasting makes, on presentation, independent decisions on the mat-
ters that concern the forecasts regarding macroeconomic trends that are us-
ed as a basis for the state budget proposal and fiscal planning.

In addition to containing a requirement for independence, the provisi-
ons also impose other requirements for macroeconomic and fiscal forecasts. 
Under Chapter III, Article 4(1) of the Budgetary Frameworks Directive, 
budgetary planning must be based on the most likely macrofiscal scenario 
or on a more prudent scenario. The macroeconomic and budgetary fore-
casts must be compared with the most updated forecasts of the Commissi-
on and, if appropriate, those of other independent bodies.

It is also stated in the Budgetary Frameworks Directive that the trans-
parency and discussion of forecasting methodologies can significantly in-
crease the quality of macroeconomic and budgetary forecasts. Openness is 
essential when efforts are made to ensure that fiscal policy is based on rea-
listic forecasts.  Openness should include public access to the methods and 
parameters used in the forecasts. 

Reliable forecasts are essential 
for successful fiscal policy 
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2 Are Ministry of Finance forecasts 
statistically reliable?

Based on the statistical analysis carried out by the National Audit Office, 
there are no indications that the Ministry of Finance would have regularly 
overestimated or underestimated trends in the national economy in its eco-
nomic forecasts. The systematic underestimation noticed in foreign trade 
forecasts is due to systematic evolution of the statistical base.

Furthermore, there is no indication of any difference between the ac-
curacy of the economic forecasts prepared by the Ministry of Finance and 
those produced by other institutes. A statistical analysis of fiscal forecasts 
shows that both revenue and expenditure have been frequently underesti-
mated during the period in review.

2.1 A good forecast is accurate and free of 
bias

Accuracy means that the forecast is as close as possible to the outturn da-
ta entered in the statistics. At the same time, freedom from bias means that 
the forecasts are, on average, correct.  In other words, unbiased forecasts 
are above and below the outturn data equally often.

In this audit, the reliability of the Ministry of Finance's short-term macro-
economic forecasts (economic forecasts) was assessed using the average fo-
recast error, absolute value of the average forecast error and the root me-
an square error. The aim was to determine how accurately the Ministry of 
Finance has forecast the economic growth during the current year and the 
coming year in its autumn economic survey. The autumn survey was se-
lected for the audit because it plays a central role in the preparation of the 
following year’s budget.

The accuracy of the economic forecast was compared with those pro-
duced by the most important Finnish economic forecasting institutes, the 
European Commission and the OECD. As regards fiscal forecasts, the fo-
cus in the audit was on assessing the average forecast errors occurring in 
them.  Due to limitations concerning the data, no comparisons were made 
with other forecasting institutes.

Consumption is playing an increasingly important role in the Finnish 
economy

The balance of supply and demand describes the balance between the de-
mand for and supply of goods and services in the national economy. In this 
concept, the gross domestic product and imports comprise the total supp-
ly, and consumption, investments and exports comprise the total demand. 
The assumption is that inventories remain unchanged. The balance of supp-
ly and demand and its sub-items are the major forecast variables in macro-
economic forecasts. The relative sizes of the items contained in the balance 
of supply and demand reflect their role in the national economy as a whole 
and thus they also describe the importance of the forecast errors occurring 
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Figure 1: The ratio of balance of supply and demand items to GDP between 1997 and 2014  
(Source: Statistics Finland)

In this audit, the forecasts of the above-mentioned items in the balan-
ce of supply and demand were analysed using statistical methods. Inflation 
and unemployment rate forecasts essential to the overall picture of the na-
tional economy were also examined.

General government fiscal position has been in deficit since 2009

General government comprises central government, local government and 
social security funds. Figure 2 shows the non-consolidated revenue and ex-
penditure in general government sub-sectors in relation to GDP between 
2005 and 2014. Non-consolidated revenue and expenditure mean revenue 
and expenditure in which the internal economic activities of the general go-
vernment sub-sectors have not been eliminated. Total revenue has grown 
more slowly than total expenditure. For this reason, total general govern-
ment net lending turned negative after 2009. Net lending (the difference bet-
ween total expenditure and revenue), which is based on national accounts, 
is a central indicator of general government fiscal position. The general go-
vernment deficit (EDP deficit), which is an important element in fiscal po-
licy rules, means negative net lending. 

Central government accounts for the highest proportion of general go-
vernment revenue and expenditure (about 25 per cent in relation to GDP).  
The revenue and expenditure of both local government and social security 
funds account for slightly more than 20 per cent of the GDP. Employment 
pension funds account for a large percentage of the social security funds.

Net lending is a key indicator of 
general government fiscal position

in individual variables from the perspective of the overall forecast. 
Figure 1 shows the ratio between demand items and Finland’s GDP bet-

ween 1997 and 2014. Foreign trade is given as net exports. The figure shows 
that private consumption accounts for more than half of Finland’s GDP. Du-
ring the past few years, the increase in the proportion of consumption ex-
penditure has mostly been at the expense of net exports: The contribution 
of net exports to demand is now negative. 
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2.2 There is no bias in the economic forecasts 
prepared by the Ministry of Finance

The figures presented in the economic surveys were compared with the sta-
tistical data published by Statistics Finland. The first preliminary data evol-
ve into accurate figures reflecting the actual situation by the time the final 
survey is published. The accounting methods are also updated on a regular 
basis.  In the audit, the forecasts were compared with the final figures pre-
sented in the national accounts. 

Table 1 shows the average forecast errors for the variables in the econo-
mic forecasts for the current year and the coming year. For these variables, 
annual change rates (change in volumes) have been examined. The figures 
in parentheses are standard errors in the average and they can be used for 
calculating the statistically significant deviation in the average from zero. 
The asterisks following the average describe statistical significance (* 95% 
CI and ** 99% CI). A confidence interval of 95 per cent is generally conside-
red to be statistically significant. Confidence interval means that there is a 
probability of 95 per cent that the average of the samples based on the distri-
bution is within the confidence interval. When the findings are interpreted, 
it should be noted that they contain uncertainty because the number of ob-
servations examined is fairly small for a statistical analysis. 

Figure 2: Non-consolidated general government revenue and expenditure in relation to GDP 
between 2005 and 2014 (Source: MoF, Economic Surveys)
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Average forecast error, 
percentage points

t+0 t+1

Gross domestic product 0.14 0.58

(0.29) (0.74)

Imports -2.12* -0.38

(0.76) (1.59)

Exports -1.66 0.35

(0.84) (1.94)

Private consumption 0.05 0.24

(0.23) (0.50)

Public consumption -0.11 -0.18

(0.18) (0.22)

Private investment 0.46 1.07

(0.85) (1.40)

Public investment -1.39 -1.78

(1.27) (1.37)

Unemployment (level) 0.09 0.14

(0.15) (0.28)

Inflation -0.01 0.13

(0.05) (0.27)

Observations 18 18

Average errors are given in brackets, ** p<0.01, * p<0.05

Tabel 1: Average forecast error (EUR billion) in economic forecasts for the current year and 
the coming year between 1997 and 2014

There is no statistically significant systematic overestimation or unde-
restimation in the most important forecast sub-items. Imports in the cur-
rent year are underestimated in the forecasts in a statistically significant 
manner. It was, however, noted in the analysis that Statistics Finland, too, 
has repeatedly underestimated changes in both imports and exports in its 
preliminary data and the figures have later been revised upwards. The fre-
quent underestimations in the foreign trade forecasts produced by the Mi-
nistry of Finance are probably due to this factor, which is beyond the cont-
rol of the forecasting institute. The table also shows that the average errors 
in the parentheses increase as the forecast horizon increases. This can be 
considered a good forecast characteristic.

The Ministry of Finance has underestimated both the revenue and 
expenditure in its fiscal forecasts

Figure 3 shows the forecast errors concerning revenue, expenditure and 
net lending in the forecasts for the coming year in different sectors between 
2005 and 2014. These general government indicators are at fair value. Both 
revenue and expenditure have been frequently underestimated. Underes-
timation is partly due to the fact that when forecasts are prepared, conside-
ration is only given to already decided measures affecting general govern-
ment revenue or expenditure. The central government revenue forecast 
for 2009 is the largest single overestimation. The revenue estimate for that 
year was almost ten billion euros higher than the actual outturn. This al-
so led to a significant overestimation of total general government revenue. 

The most important forecasts 
are statistically unbiased

General government revenue 
and expenditure have 
been underestimated  
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The revenue and expenditure forecasts for central and local govern-
ment were more accurate in the past decade than in recent years. During 
the current decade, underestimations have been slightly higher, which is 
mainly due to lower-than-forecast macroeconomic growth. At the same ti-
me, however, the revenue and expenditure of the social security funds we-
re underestimated more substantially in the past decade than in recent yea-
rs. In fact, during the past few years, the forecasts have been fairly accurate.  

The average fiscal forecast errors (in EUR billion) for the coming year 
are shown in Table 2. The asterisks following the average describe statisti-
cal significance (* 95% CI and ** 99% CI).

EUR billion
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Local government Social security funds
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Figure 3: Forecast errors (EUR billion) in forecasts for the coming year in different sectors 
between 2005 and 2014 (Sources: MoF, NAOF’s calculations)

Tabel 2: Average forecast errors (EUR billion) in forecasts for the coming year in different 
sectors between 2005 and 2014

Average forecast error 
(t+1), EUR billion

All general 
government

Central  
government

Local  
government

Social security 
funds

Total revenue -0.71 -0.50 -0.88** -1.07

(1.73) (1.08) (0.24) (0.58)

Total expenditure -2.76** -1.14* -1.28** -0.56

(0.47) (0.46) (0.26) (0.32)

Net lending 2.04 0.64 0.40 -0.51

(1.77) (1.08) (0.23) (0.51)

Observations 7 10 10 10

Average errors are given in brackets, ** p<0.01, * p<0.05

The forecast for total general government revenue has, on average, been 
0.7 billion euros lower than the outturn. Thus, the forecasts have, on avera-
ge, underestimated the revenue. According to a statistical test, the underes-
timation has not been on a systematic basis. Due to the small number of ob-
servations, the indicator is affected by individual deviations of substantial 

Expenditure underestimations in 
relation to revenue has led to an 
overestimation of net lending
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Figure 4: Average forecast errors (EUR billion) in forecasts for the coming year in different 
sectors between 2005 and 2014 (Sources: MoF, NAOF’s calculations)

Total revenue Total expenditure Net lending 95% CI

size. Without the substantial revenue overestimation of 2009, the average 
forecast error would be statistically significant. At the same time, however, 
the underestimation of total general government expenditure averages 2.8 
billion euros, which is also a statistically significant error. Underestimation 
of expenditure in relation to revenue has led to an average net lending ove-
restimation of two billion euros in the forecasts. However, this error is not 
statistically significant. As regards general government, the time series only 
covers the years 2008–2014 because the years before that are not comparable.  

On average, central government revenue has been underestimated by 500 
million euros and the expenditure by slightly more than one billion euros, 
which leads to an average overestimation of slightly more than 500 million 
in net lending. Only the forecast error in expenditure forecasts is statisti-
cally significant. A single deviating observation in the revenue forecast has, 
however, a significant impact on its average forecast error. 

On average, the local government revenue forecasts have been 0.9 billi-
on euros lower than the outturn. In expenditure forecasts, the average un-
derestimation has been 1.3 billion euros. The higher expenditure underes-
timation has led to an overestimation in net lending averaging 0.4 billion 
euros. Except for net lending, these errors are also statistically significant.  

Revenue and expenditure have also been underestimated in the forecasts 
for social security funds. On average, actual revenue has been one billion eu-
ros higher than forecast, while actual expenditure has been about 500 mil-
lion euros higher. The fact that revenue underestimations have been higher 
than those concerning expenditure has also led to the underestimation of 
net lending. Thus, the revenue-to-expenditure ratio has been better than 
forecast. However, the figures are not statistically significant. 

Figure 4 shows the average forecast errors for different sectors in reve-
nue, expenditure and net lending forecasts for the coming year that corres-
pond to Table 2. The vertical lines in the figure describe confidence intervals 
of 95 per cent. The average forecast errors in central government expendi-
ture forecasts and local government expenditure and revenue forecasts are 
statistically significant. The findings should, however, be considered with 
reservation because the number of observations is small. Most of the fore-
cast error analyses for the current year produced similar results. 
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The average fiscal forecast errors in general government finances (in bil-
lion euros) for the current year are shown in Table 3. The revenue and ex-
penditure for the current year have also been frequently underestimated. 
On average, the total general government revenue has been underestima-
ted by 1.6 billion euros and the expenditure by two billion, which is also a 
statistically significant underestimation. As regards net lending forecasts, 
this has led to forecasts with overestimations averaging about 500 million 
euros, which is not statistically significant. 

The underestimations of central and local government revenue have 
amounted to about 500 million euros. At the same time, however, expendi-
ture has been underestimated by between 0.7 and 0.8 billion euros. The ave-
rage forecast error for net lending has been small. For local government, all 
figures are also statistically significant. 

On average, the revenue of social security funds has been underestima-
ted by one billion and the expenditure by 0.3 billion euros. This has led to 
net lending forecasts with underestimations averaging 0.6 billion euros. Ex-
cept for expenditure forecasts, these figures are also statistically significant.

Average forecast error 
(t+0), EUR billion

All general 
government

Central govern-
ment

Local govern-
ment

Social security 
funds

Total revenue -1.56* -0.53 -0.51* -0.95*

(0.66) (0.59) (0.19) (0.44)

Total expenditure -1.97* -0.73 -0.81** -0.32

(0.60) (0.46) (0.24) (0.24)

Net lending 0.41 0.20 0.30* -0.63*

(0.35) (0.36) (0.13) (0.29)

Observations 7 10 10 10

Average errors are given in brackets, ** p<0.01, * p<0.05

Tabel 3: Average forecast errors (EUR billion) in forecasts for the current year in different 
sectors between 2005 and 2014

The average forecast errors for the current year that correspond to Tab-
le 3 are shown in Figure 5. 

Figure 5: Average forecast errors (EUR billion) in forecasts for the current year in different 
sectors between 2005 and 2014 (Sources: MoF, NAOF’s calculations)

Total revenue Total expenditure Net lending 95% CI
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2.3 Accuracy of the economic forecasts 
prepared by the Ministry of Finance is 
on a par with those produced by other 
institutions 

It was examined in the audit whether the same information base can be us-
ed for producing economic forecasts between which there are substantial 
reliability differences. The accuracy of the forecasts was assessed with the 
average absolute value of the forecast error. This indicator describes how 
far the average forecast is from the outturn and it does not take into account 
the direction of the error. The accuracy was also compared using the root 
mean square error (RMSE). This indicator is more sensitive to substantial 
forecast deviations than the average absolute value of the forecast error. No 
essential differences were observed in the findings and thus they were not 
included in the audit report. 

For assessing the accuracy, the Ministry of Finance forecasts were com-
pared with the forecasts of the most important domestic forecasting insti-
tutes. Forecast annual changes (changes in volumes) were reviewed in the 
audit. The following institutes were included in the comparison: Bank of 
Finland (BOF), Research Institute of the Finnish Economy (ETLA), Labour 
Institute for Economic Research (PT) and Pellervo Economic Research 
(PTT). Comparisons were also made with forecasts produced by the Euro-
pean Commission (EU) and the OECD. According to the findings, there are 
no differences between the accuracy of the Ministry of Finance forecasts 
and the forecasts produced by other institutes. At the same time, however, 
there were differences in accuracy between the sub-items of the balance of 
supply and demand. However, all forecasting institutes commit these errors.
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Figure 6: Average absolute value of the forecast error (t+0) produced by different forecas-
ting institutes between 1997 and 2014 (Sources: Statistics Finland, ETLA’s database, NAOF's 
calculations)

Figure 6 shows the average absolute value of the forecast error in the 
forecasts for the current year produced by different forecasting institu-
tes between 1997 and 2014. There are no significant differences in accura-
cy between the forecasting institutes.  As regards GDP, the average absolu-
te value of the forecast error produced by the Ministry of Finance would 
seem to be the highest but there is nevertheless no statistically significant 
difference between the forecasting institutes. For other variables, the dif-
ferences are even smaller.

There are no statistically 
significant differences in accuracy 
between the forecasting institutes 
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Figure 7: Average absolute value of the forecast error (t+1) produced by different forecas-
ting institutes between 1997 and 2014 (Sources: Statistics Finland, ETLA’s database, NAOF's 
calculations)

Figure 7 shows the absolute value of the average forecast error in the fo-
recasts for the coming year produced by different forecasting institutes bet-
ween 1997 and 2014. Forecasting institutes have also been equally accura-
te in their forecasts for the coming year. Even though the deviations for the 
coming year are, on average, more substantial, the differences between the 
forecasting institutes are smaller than in the forecasts for the current year.

Forecasts produced by the Ministry of Finance are also on a par with 
international forecasts 

According to an international comparison produced by the IMF in 20157, 
the macroeconomic forecasts produced by the Finnish Ministry of Finan-
ce are relatively unbiased and accurate. Figure 8 shows the average fore-
cast errors for real GDP growth in the EU countries, with forecasting hori-
zons of one, two and three years between 2000 and 2013. The figure shows 
that in the comparison concerning unbiased forecasting, Finland is in the 
top group. When the accuracy of the forecasts is examined, Finland is in the 
middle rank among the EU countries and in the top group if country-spe-
cific GDP volatility is considered in the examination of the forecast errors.

Finland is in the top group in 
international comparisons 
of forecast accuracy 
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Figure 8: Average forecast errors in GDP forecasts produced in EU countries, as % of GDP 
(Source: IMF, 2015) 

According to the IMF, the forecasts prepared by the Ministry of Finance 
are also fully comparable with those produced by domestic forecasting insti-
tutes between 2011 and 2013. General government revenue and expenditu-
re have been significantly underestimated during the period in review. Ho-
wever, in the view of the IMF, this has not been reflected in the fiscal deficit 
(net lending) forecast, which is the difference between the two above-men-
tioned items. It should be noted, however, that fiscal forecasts cover only 
short periods and they cannot be used as a basis for far-reaching conclusions.
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3 Are the forecasting processes and 
methods used by the Ministry of 
Finance properly explained and 
described in an open and transparent 
manner?

The timetables for preparing the Ministry of Finance forecasts are based 
on the needs of the forecast users. For this reason, the forecasting process 
is precisely scheduled, consistent and efficient. 

There are no comprehensive descriptions of the forecasting process or 
the forecasting methods. An outside expert must form the picture of the fo-
recasting on the basis of individual descriptions produced for ad hoc needs. 
The description of the forecast-related risks is fragmented and unsystema-
tic. This has a substantial impact on the transparency of the forecasts.

The system used for accounting system in the economic forecasts has 
been updated in recent years and the documentation has also been improved.  
However, the work is not yet complete and additional inputs are needed. As 
regards general government finances, there is a comprehensive description 
of the procedures for preparing on-budget revenue estimates. However, no 
similar descriptions have been produced for other sectors of fiscal forecasts. 

3.1 The forecasting process of the Ministry of 
Finance is consistent  

The macroeconomic forecasts used as a basis for fiscal policy planning are 
prepared in the Economics Department of the Ministry of Finance. The main 
function of the Economics Department is to formulate a macroeconomic 
policy framework for the Government. The department monitors, analy-
ses and forecasts economic developments and publishes economic surveys 
on a regular basis. It is also responsible for assessing the impact of econo-
mic policy measures and ensuring that economic aspects are taken into ac-
count in policy decisions. The department also participates in the framing 
of economic policy at EU level. (MoF, 2016)8

The Economics Department publishes four macroeconomic forecasts 
each year. In its economic surveys published in June and December, the mi-
nistry assesses the short-term outlook (the outlook for the current year and 
the coming two years). The economic surveys published in spring and au-
tumn are extensive and detailed analyses of the state of the national economy 
and the economic outlook. In addition to assessing the short-term prospects, 
they also contain an assessment of the medium-term outlook. Macroecono-
mic forecasts are used in the Government’s spending limits decisions, pre-
paration of the state budget proposal, calculation of the structural balance 
and the calculation of the potential output. 

The forecasting is the responsibility of two units. The Forecasting Unit 
produces short-term (t+0, t+1 and t+2 years; t refers to the current year) 
macroeconomic forecasts, while the Stability Unit is responsible for fiscal 

The forecasts are prepared in 
the Economics Department 
of the Ministry of Finance
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forecasts and medium-term (t+3 and t+4 years) macroeconomic forecasts.
The short-term fiscal forecast prepared by the Stability Unit is coor-

dinated with the macroeconomic picture generated by the Forecasting Unit.  
The medium-term macroeconomic forecast is coordinated with the short-
term forecast prepared by the Forecasting Unit and the potential output 
calculated by the Stability Unit. This means that the medium-term fore-
cast can be characterised as a technical calculation between the demand-
oriented short-term forecast and the supply-oriented potential output fo-
recast. The Stability Unit also produces long-term economic sustainability 
calculations extending to 2060, which are flexibly coordinated with the me-
dium-term forecast. 

In the Forecasting Unit, the forecasting is the responsibility of seven sec-
toral analysts and the head of the unit, while in the Stability Unit, the work 
is the responsibility of four sectoral analysts and the head of the unit. The 
Economics Department is headed by a Director General who approves the 
forecasts prepared by the units. However, it was highlighted in the inter-
views conducted by the National Audit Office that in principle the Director 
General does not interfere with the content of the forecasts. 

The forecast produced by the Ministry of Finance involves the inputs 
of a large number of experts

The macroeconomic forecasts produced in the Ministry of Finance are high-
ly detailed. Even though the forecasts are extensive, the process of prepa-
ring them only takes between one and two weeks. The process starts with 
the preparation of a macroeconomic picture, continues with the forecas-
ting of the items of the balance of supply and demand and concludes with 
the forecasting of potential output and fiscal position. The fiscal forecast is 
prepared in cooperation with the ministry's Tax and Budget Departments.  
The tax revenue forecasts prepared in the Tax Department are endorsed by 
the Revenue Working Group where experts of the Economics Department 
are able to influence their content.  The Economics Department is ultimate-
ly responsible for the final fiscal forecast. At the same time, the fiscal policy 
decisions made in the ministry are also reflected in the short-term macro-
economic forecasts produced by the Forecasting Unit.

Figure 9 shows the main features of the forecasting process in the Mi-
nistry of Finance and the associated information flows. Green arrows descri-
be the information obtained from the Ministry of Finance's internal sources 
from the perspective of short-term and medium-term forecasts. Blue arrows 
describe the information obtained by departments and units from outside 
the ministry. Red arrows describe the flow of information contained in the 
forecasts within the ministry and to parties outside the ministry.

The Director General of the 
Economics Department is 
ultimately responsible for the 
content of the forecasts 

Fiscal policy decisions are also 
reflected in the economic forecasts
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Figure 9: Organisation and information flows in macroeconomic forecasts

Figure 10 gives more general information about the timetables of the pre-
paration of Ministry of Finance forecasts, budget preparation and publica-
tion of national accounts in 2014. There are typically only a few days bet-
ween the publication of the statistics used as the basis for the forecast and 
the locking of the forecast. From this perspective, the description of the fo-
recasting process and methods prepared by the officials responsible for the 
forecast can be considered an essential requirement for the openness and 
reliability of the macroeconomic forecasts. The Ministry of Finance prepa-
res a timetable for each forecasting round, in which the meetings and mat-
ters presented in them are laid out. This makes it easier to carry out the fo-
recasting round. The main areas of responsibility of the personnel in the 
Forecasting and Stability Units are set out in the appendices to the rules of 
procedure of the Economics Department. 

A description of the forecasting 
process and methods is an 
essential requirement for the 
openness and reliability of 
macroeconomic forecasts 
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Figure 10: Ministry of Finance’s forecasting and budget timetables and national accounts 
publications in 2014 (Source: MoF, 2015)

Forecasting methods are at the discretion of the sectoral analysts

In general, the economic forecasting methods vary from simple extrapola-
tions based on the forecaster’s expertise to extensive structural models. Ac-
cording to the findings of the National Audit Office, the Ministry of Finance's 
forecasts are mainly based on expert discretion. Sectoral analysts are inde-
pendently responsible for the sub-item forecasts and no forecasting methods 
for them have been specified. Econometric models are used in the model-
ling of policy impacts and as reference data for discretion-based forecasts. 

Sectoral analysts present the forecasts under their responsibility at fo-
recasting meetings where they are discussed and coordinated. Any new 
forecasting methods should also be presented and explained at the fore-
casting meetings. Final forecasts are put together in an Excel-based calcu-
lation system.

According to the audit findings, methodological descriptions are not pre-
pared in a systematic manner and individual sectoral analysts are responsible 
for documentation in their own areas of responsibility. This means that the-
re are no comprehensive methodological descriptions or they are outdated.

The Ministry of Finance's 
forecasts are mainly based 
on expert discretion 

There are no comprehensive 
methodological descriptions
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3.2 The preparation of the forecasts is poorly 
documented 

Open forecasting methods can substantially improve the quality of the 
macroeconomic and fiscal forecasts. Under the Budgetary Frameworks Di-
rective, openness should also include public access to the methods and para-
meters used in the forecasts. At the same time, it is stated in the Regulation 
on Monitoring and Assessing Draft Budgetary Plans that the draft budgeta-
ry plan must contain the main assumptions of the independent macroeco-
nomic forecasts and an annex containing the methodology, economic mo-
dels and assumptions, and any other relevant parameters underpinning the 
budgetary forecasts and the estimated impact of aggregated budgetary me-
asures on economic growth.

It is emphasised in the IMF Manual on Fiscal Transparency (2007)9 that 
independent experts should be invited to assess macroeconomic forecasts. 
Assumptions and working methods used in producing macroeconomic fo-
recasts should be made publicly available, preferably in advance of budget 
presentation. Regular ex-post assessments of the accuracy of the macroe-
conomic forecasts provide a useful contribution to the debate. 

It its Best Practices for Budget Transparency (2002)10, the OECD states 
that “deviations from the forecast of the key economic assumptions under-
lying the budget are the government’s key fiscal risk”. Such deviations in-
clude forecasts for GDP growth, composition of GDP growth, rate of emp-
loyment and unemployment, current account and inflation. All assumptions 
behind the variables should be openly presented.

The accounting system for economic forecasts has been updated 

It became clear in the interviews conducted as part of the audit that the ac-
counting system used in the economic forecasts has been updated during 
2015 and that the economic survey published in December 2015 was pro-
duced using the new system. The documentation connected with the ac-
counting system has also been improved. The documentation shows what 
data each sectoral expert enters into the accounting system for compiling 
the forecast. However, the documentation does not provide the forecas-
ting of the individual items of the balance of supply and demand with ade-
quate openness.

According to the audit findings, most of the documentation for the pre-
paration of the economic forecasts is directly entered into the accounting 
system. The comments and explanations included in the spreadsheet cal-
culation software are not sufficient for creating an easy-to-observe pictu-
re of the process of preparing the forecast and the discretionary decisions 
made, explanations for the decisions and their role in the process as a who-
le. Even though there are more detailed descriptions of a small number of 
forecast components some of them are outdated. At the same time, there is 
a large amount of ready-to-use material than can be used as a basis for sys-
tematic documentation, for example in the presentations prepared by sec-
toral analysts for different events. 

Most of the documentation 
is directly incorporated in 
the accounting system 
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Fiscal forecasts are also compiled and most of the preparation methods 
documented in an Excel-based accounting system. Central government re-
venue forecasts, which are mostly based on the on-budget revenue estima-
tes produced by the Revenue Working Group, are an exception. A structu-
red document of them was prepared by the Ministry of Finance in 2015. As 
regards local government, forecast preparation methods and transparency 
improvements have been discussed in a working group.  However, there are 
not yet any signs of improvements in the documentation.

Medium-term forecasting is based on the methods laid out by the 
European Commission 

Medium-term forecasts are based on the calculation of potential output. It 
is estimated with a method developed by the European Commission, which 
has been jointly adopted in the EU. The development of the method is the 
responsibility of a Commission working group, which also has experts of 
the Ministry of Finance Economics Department as members. The Ministry 
of Finance has produced a brief description of the method. A comprehen-
sive description is contained in a publication of the European Commissi-
on (2014)11.

According to the interviews conducted as part of the audit, the medium-
term forecast is mostly considered as a technical calculation. The Europe-
an Commission has developed the forecasting frameworks into which the 
main parameters are entered. The potential output of the current year and 
the output of the coming four years is estimated on their basis. It became 
clear during the interviews that jointly applied methods are not necessari-
ly equally suitable to all Member States. 

The National Audit Office (NAOF, 2013)12 has already produced an au-
dit of the calculation of the structural balance and in this connection it also 
audited the method for calculating the potential output.

Development of the forecasting documentation in the Ministry of 
Finance is still in progress 

The Forecasting Unit of the Ministry of Finance’s Economics Department 
updated the accounting system used in the compilation of economic fore-
casts in autumn 2015. In connection with the update, the unit also started 
developing a new documentation method. There are also plans to respond 
to the requirements laid down in the EU legislation by introducing a fore-
cast error report in which the forecast errors and the causes for them are 
systematically analysed. The report analysing forecast errors was publis-
hed in May 2016. Until now, forecast errors have been discussed, in a fairly 
summary fashion, in the appendices to the economic surveys and in a sepa-
rate Ministry of Finance overview of central government risks and liabili-
ties (MoF, 2015)13. 

From the perspective of ensuring a transparent process, a systematic and 
adequately detailed picture of the forecast preparation process is necessa-
ry. The documentation development work now under way could probably 
be completed with relatively small resources by combining existing mate-
rial. An example of a good and transparent document is the description of 
how on-budget revenue estimates are prepared. The document was produ-

Medium-term forecasts 
are characterised as 
technical calculations

Work to improve 
documentation is under way
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ced by the Ministry of Finance’s Revenue Working Group in 201514. Most of 
the Ministry of Finance’s civil servants interviewed for the audit were also 
of the view that systematic documentation is needed for ensuring the pro-
per functioning of the preparatory process, especially in connection with 
personnel changes. The work for documenting fiscal forecasting systems, 
tools and processes was started in February 2016 and should be completed 
in September 2016.

3.3 Risks contained in the forecasts are not 
described in a comprehensive and clear 
manner

The sensitivity analyses and the corresponding macroeconomic forecasts 
and the fiscal forecasts supplementing the most likely macrofiscal scenario 
provide a basis for analysing how the main fiscal policy variables would 
change in accordance with different growth and interest rate assumptions 
and, consequently, substantially minimise the risk that erroneous forecasts 
could endanger budget discipline. This is also stated in the Budgetary Fra-
meworks Directive.

In its 2015 fiscal policy transparency report, the IMF concluded that the 
Ministry of Finance’s documents do not usually contain any analyses of the 
sensitivity of the ministry’s forecasts to changes in assumptions. According to 
the IMF, the substantial volatility of the Finnish GDP creates fiscal risks and 
highlights the importance of analysing them in relation to more stable Eu-
ropean economies. The IMF emphasises that the uncertainty of the forecas-
ting variables should be illustrated by such means as regular risk reporting.

The most likely scenario is discussed in the economic surveys

According to the findings of the National Audit Office, the risks contained 
in the forecasts are described in the economic surveys and, at general le-
vel, in the overview of central government risks and liabilities published by 
the Ministry of Finance in 2015. However, the reports do not contain a sys-
tematic overview of the risks and their relative importance to the national 
economy. The focus in the economic surveys is on the description of the most 
topical risks impacting the forecast. For example, there is no description of 
the risks connected with the evolution of the source data and the sensitivi-
ty analysis of their impacts on the final forecast findings has not been pre-
sented in a transparent manner. 

As regards the risks concerning medium-term forecasts, it is only sta-
ted in the economic survey that estimating potential output, which plays a 
major role in these forecasts, involves challenges. Calculation of the poten-
tial output is based on assumptions concerning trends in labour force, capi-
tal base and productivity. The risks associated with the assessment of these 
variables should also be described in national documentation, for example 
using a sensitivity analysis.

Fiscal forecasts make use of sensitivity analyses in matters concerning 
tax revenue. The impacts of changes in the tax base of certain taxes are ite-
mised in the table appended to the economic survey. Furthermore, the im-

Forecasting risk are not 
systematically described
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pacts of the changes in the assumptions is more comprehensively examined 
in the procedures for preparing revenue estimates produced by the Reve-
nue Working Group (MoF, 2015).

According to the audit findings, the risks associated with the forecasts 
should be examined systematically in a document separated from the eco-
nomic survey. The document should itemise the identified risks associated 
with the likely macrofiscal scenario and contain a comprehensive assessment 
of the impact of the realisation of the risks on fiscal forecasts in particular.

3.4 Forecasting by the Ministry of Finance is 
not fully transparent 

The knowledge base for economic policy decision-making should be objec-
tive and transparent and provide true and fair information for decision-ma-
king.  These requirements also apply to the process that produces the fore-
casts for fiscal planning. 

In their reports on on-budget entities and activities, the IMF (2007) and 
the OECD (2002) recommend that the assumptions concerning the fore-
casts should be reported and explained openly and clearly and the risks as-
sociated with the assumptions should be reviewed. Similar requirements 
are also laid down in EU legislation (Budgetary Frameworks Directive and 
the Regulation on Monitoring and Assessing Draft Budgetary Plans). The 
names of the parties involved in the forecasting process should also be sta-
ted so that each of them can be held accountable for their tasks.

Forecasting by the Ministry of Finance should be described in a more 
systematic manner 

The Ministry of Finance mainly reports on its forecasting activities in its 
economic surveys, which are published four times each year. There are also 
separate reports on the methods for preparing revenue estimates produced 
by the Revenue Working Group. The publicly available description of the 
forecasting process and methods is based on these documents. 

The economic surveys describe the state of the national economy, de-
velopment prospects and the risks facing the Finnish economy in general. 
They present the forecasts concerning the most important macroeconomic 
variables, such as the GDP and its sub-items, inflation, labour market and 
pension and other important indices. When compiling the forecast for the 
national economy, the forecasters start from the international economy and 
financial market, examine demand items and complete the process by re-
viewing supply and the labour market. The main uncertainties associated 
with the forecast are reviewed in connection with each item of balance of 
supply and demand. After presenting the macroeconomic forecast, the eco-
nomic survey provides an assessment of fiscal policy impacts and the fiscal 
outlook. The tables appended to the survey analyse the evolution of the fo-
recasts and forecast errors. Interesting and topical economic phenomena 
are also highlighted on the thematic pages.

According to the audit findings, the economic surveys are logically struc-
tured and well-written descriptions of the economic situation and the eco-
nomic outlook at the time. The most serious forecasting risks, the most im-

Economic surveys are logically 
structured and well-written
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portant background assumptions and the causal relationships between 
variables are also described. In fact, the economic surveys serve as a useful 
source of information for the public at large in issues concerning macroe-
conomic and fiscal outlook. The IMF (2015) also states that the macroeco-
nomic forecasts produced by the Ministry of Finance are detailed and con-
vincing but that some of the findings are presented in a fragmented manner.  

However, the economic surveys do not provide a comprehensive or tran-
sparent picture of how the macroeconomic and fiscal forecast is prepared, 
of the source material used, of the assumptions and risks involved and their 
relative importance or how the forecasters arrive at the figures used in the 
forecasts. Furthermore, the surveys do not contain separate reports or  com-
prehensive analyses of the sources of the forecast errors or comparisons with 
the forecasts produced by other economic forecasting institutes. Describing 
these matters, which are essential from the perspective of transparency 
would require new, systematic and regular supplementary documentation.
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4 Is the forecasting work in the 
Ministry of Finance organised and 
managed so that the requirement for 
independence is met?

The organisation of the forecasting work is not fully in accordance with the 
formal requirements laid down in international regulations. Nothing emer-
ged from the audit that would give rise to a suspicion that the Ministry of Fi-
nance is not acting independently when preparing its economic forecasts. 
The statistical analysis of the economic forecasts also supports the assump-
tion that the forecasting is impartial and free of prejudice.

In addition to being independent, forecasting should also be seen as in-
dependent by outsiders. According to the audit findings, this cannot be ful-
ly achieved with current practices. The impression of independent forecas-
ting is negatively affected by close interaction between Ministry of Finance 
departments in the preparation of the forecasts, formal appointment prac-
tice and the absence of written procedures. 

Better documentation, emphasis on the division of tasks and the require-
ment for independence within the organisation in such documents as writ-
ten guidelines would make outsiders more convinced of the independence 
of the forecasting activities. 

4.1 Independence comprises several factors

Under Chapter III, Article 4(4) of the Regulation on Monitoring and As-
sessing Draft Budgetary Plans, national medium-term fiscal plans and draft 
budgets must be based on independent macroeconomic forecasts and must 
indicate whether the budgetary forecasts have been produced or endorsed 
by an independent body.

The wording of the regulation leaves room for interpretation for fiscal 
forecasts. A clear distinction is made between macroeconomic and fiscal 
forecasts in Chapter IV, Article 6(3) of the Regulation on Monitoring and 
Assessing Draft Budgetary Plans. Under the regulation, the draft budge-
tary plan must include a description of the main assumptions of the inde-
pendent macroeconomic forecasts and important economic developments 
which are relevant to the achievement of the budgetary targets, and an an-
nex containing the methodology, economic models and assumptions used 
in the budgetary forecasts. According to the interpretation of the National 
Audit Office, the requirement for independence laid down in the regulati-
on specifically applies to macroeconomic forecasts. As regards fiscal fore-
casts, it is stated in Chapter III, Article 4 of the Budgetary Frameworks Di-
rective that fiscal planning must be based on realistic macroeconomic and 
budgetary forecasts. 

It is stated in the preface to the autumn 2015 Economic Survey (MoF, 
2015)15 that the forecast and trend projections in the survey are prepa-
red independently by the Economics Department. This suggests that the 
macroeconomic forecast and the fiscal forecast have been prepared in an 

It is important that fiscal 
forecasts are realistic 
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independent manner. The fiscal forecast provides the estimates of public 
consumption and investments for the macroeconomic forecast. At the same 
time, it is important that fiscal forecasts are realistic because, together with 
the outturn data, they provide a knowledge base for the assessment of fis-
cal policy rules. For these reasons, the independence of the fiscal forecasts 
has also been assessed in the audit.

In independence assessment, comparisons were made with other actors 
for whom independence requirements have been set. These include audi-
tors and courts. For example, it is stated in the Commission recommendati-
on on fundamental principles concerning statutory auditors’ independence 
in the EU (2002/590/EC)16 that in addition to being independent in a subjec-
tive or actual sense, the activities must also be independent in an objective 
sense (be independent in appearance). However, the independence requi-
rements set for other actors and the measures taken with the aim of mee-
ting them cannot be applied as such when the independence requirements 
concerning macroeconomic forecasts are assessed. Instead, consideration 
should be given to the legislative objectives as a whole.

In the audit, the independence of the macroeconomic forecasts was 
examined by comparing the organisation and processes of the Ministry of 
Finance’s forecasting work with the concept of the independent body de-
fined in the Regulation on Monitoring and Assessing Draft Budgetary Plans.  
When the comparisons were made, the aim was to assess the actual and ob-
jective independence of the activities. 

The independence requirements laid down in the Regulation on 
Monitoring and Assessing Draft Budgetary Plans are set out in five 
points

Under Article 4 of the Regulation on Monitoring and Assessing Draft Budge-
tary Plans, national medium-term fiscal plans and draft budgets must be 
based on independent macroeconomic forecasts. Under Article 2 of the re-
gulation, “independent macroeconomic forecasts” means macroeconomic 
forecasts produced or endorsed by independent bodies. “Independent bo-
dies” means bodies that are structurally independent or bodies endowed 
with functional autonomy vis-à-vis the budgetary authorities of the Mem-
ber State, and which are underpinned by national legal provisions ensuring 
a high degree of functional autonomy and accountability, including 
1. a statutory regime grounded in national laws, regulations or binding 

administrative provisions;
2. not taking instructions from the budgetary authorities of the Member 

State concerned or from any other public or private body;
3. the capacity to communicate publicly in a timely manner;
4. procedures for nominating members on the basis of their experience 

and competence; 
5. adequate resources and appropriate access to information to carry out 

their mandate.

Examples of international practices for organising independent 
forecasting

In the United Kingdom, the official macroeconomic forecast used as a basis 
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for fiscal policy is prepared by the Office for Budget Responsibility (OBR), 
which has been made into an independent institution. The OBR also ser-
ves as an independent fiscal institution (IFI). The OBR produces a biannual 
economic and fiscal forecast covering a period of five years, which provides 
the basis for the Government's economic planning. In an external evalua-
tion of forecasting and its independence the OBR has, as a whole, received 
good marks. The institution is criticised for the fact that it is accountable 
for its actions both to Parliament and the Chancellor of the Exchequer. It 
is also noted in the report that even though the OBR officially prepares its 
macroeconomic forecasts in an independent manner, it is in practice high-
ly dependent on the information and expertise provided by ministries and 
other Government agencies. It is stated in the evaluation that in addition to 
its staff of 19, the OBR also needs an input of about 125 employees provided 
by other agencies. Thus, in practice, the macroeconomic forecasts used as 
a basis for Britain’s fiscal policy are not produced in a particular indepen-
dent manner despite formal arrangements. In particular, this applies to the 
main baseline data used in the process. There is a separate document lay-
ing out how the OBR and other administrative units cooperate in the pro-
duction of macroeconomic forecasts. (Page, 2014)17

In Ireland, the macroeconomic forecasts used as a basis for government 
decision-making are prepared in the Economic Division of the Department 
of Finance. The forecasts are endorsed by the Irish Fiscal Advisory Coun-
cil by means of a separate notification. In its autumn 2015 notification18, the 
council stated that the macroeconomic forecasts can be endorsed and that 
potential output has been calculated in accordance with the method adopted 
by the European Commission. However, it is stated in the notification that 
the council cannot endorse the potential output forecast as such because 
the Commission's method involves problems. In addition to evaluating and 
endorsing macroeconomic forecasts, the council also assesses fiscal fore-
casts in a detailed biannual report. (Irish Fiscal Advisory Council, 2015)19

In Sweden, the macroeconomic forecasts used as a knowledge base for 
fiscal policy are prepared in the ministry of finance. Unlike in Finland, the 
forecasts produced by the ministry are also endorsed by an independent 
external body. According to the European Commission, Finland is the only 
country in the euro area where a ministry of finance department has been 
designated as the institution responsible for macroeconomic forecasts (Eu-
ropean Commission 2015)20. Swedish forecasts have been realistic and si-
milar to those produced by other institutions. This has been verified by se-
veral parties. (Budgetprocesskommittén, 2013)21

In Latvia, too, official macroeconomic forecasts are prepared in the mi-
nistry of finance and endorsed by the country’s Fiscal Discipline Council.  
Under Latvian law, the council acts as an independent body and endorses 
the forecasts prepared by the ministry of finance. The endorsement is given 
twice a year, in connection with the preparation of the stability programme 
and the budget and in connection with spending limits planning. In connec-
tion with the endorsement, the council publishes a short analysis of macro-
economic forecasts and the risks associated with them. (Latvijas Republi-
kas Fiskalas Disciplinas Padome, 2016)22

In Germany, fiscal policy decision-making is based on what are called 
consensus forecasts that have been prepared on the basis of macroecono-
mic forecasts produced by a large number of economic forecasting institu-

Finland is the only country in 
the euro area where a ministry 
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tes. The Commission has, however, reprimanded Germany for the practi-
ce because it is not obligatory to comply with the consensus forecast and 
the forecast is not subject to endorsement by an independent body. (Euro-
pean Commission, 2015)23

4.2 Independence of the forecasting by the 
Ministry of Finance is based on national 
legislation 

Under the Regulation on Monitoring and Assessing Draft Budgetary Plans, 
macroeconomic forecasts must be independent in relation to decision-ma-
king. The Budgetary Frameworks Directive also lays down requirements 
for the quality of the macroeconomic forecasts. 

On 13 November 2012, the Ministry of Finance appointed a working group 
to draft the national legislation that Finland has not yet introduced in ac-
cordance with the two pieces of EU legislation. In the view of the working 
group, the forecasts produced by the Ministry of Finance meet the quali-
ty requirements laid down in the Budgetary Frameworks Directive and the 
independence requirement laid down in the Regulation on Monitoring and 
Assessing Draft Budgetary Plans (MoF, 2013)24. The provisions laid down in 
international legislation and the Fiscal Compact have been incorporated in-
to the Finnish legislation by means of the Fiscal Policy Act (869/2012) and 
the amendment made to the act in 2015 (79/2015).

The overall provisions on the independence of the activities are fairly 
general in nature and they do not detail which arrangements are required 
in order to ensure independence of the activities. Independence in matters 
concerning decisions relevant to the activities is central to the independen-
ce of the organisation. Independence of the persons taking part in the ac-
tivities can only be ensured if they do not have any commitments affecting 
the carrying out of their tasks or the results of their work and that they do 
not hold any other tasks or responsibilities that may affect the performan-
ce of their work. Principles governing the independence of auditing insti-
tutions are laid out in the Mexico Declaration (INTOSAI, 2007)25. At gene-
ral level, issues concerning the assessment and ensuring of independence 
and threats to it are discussed in the working group report produced by the 
Ministry of Trade and Industry (Ministry of Trade and Industry, 2002)26.

Decisions on forecasting are made within the unit in an independent 
manner

The requirements concerning the independent nature of the forecasting, 
as laid down in the EU legislation, were incorporated into the Fiscal Poli-
cy Act by means of an amendment. Under the amendment, the head of the 
Ministry of Finance department responsible for the forecasting makes, on 
presentation, independent decisions on the matters that concern the fore-
casts regarding macroeconomic trends and that are used as a basis for the 
state budget proposal and fiscal planning.

Before the amendment to the Fiscal Policy Act, the national regulation on 
forecasting activities was not formally in accordance with the independence 

The requirements concerning the 
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requirement laid down in the EU legislation. This was because, ultimately, 
the minister had the final say concerning the activities of the ministry. The 
most important factor concerning the assessment of the independence is 
the relationship of the head of the department responsible for the forecas-
ting with senior civil servants and, ultimately, with the minister.  It should 
also be noted that according to the precise wording of the act, the require-
ment for formal independence does not apply to fiscal forecasts.

4.3 Fiscal forecasts are prepared in close 
cooperation with budgetary authorities

Under the Regulation on Monitoring and Assessing Draft Budgetary Plans, 
an independent body may not take instructions from the budgetary authori-
ties of the Member State concerned or from any other public or private bo-
dy. Under Article 4(4) of the regulation, medium-term fiscal plans and draft 
budgets must indicate whether the budgetary forecasts have been produced 
or endorsed by an independent body. At the same time, under the explana-
tory statement of the regulation, there are many different types of arrange-
ment and when matters are arranged in accordance with the requirements, 
consideration should also be given to existing administrative structures.

Stability Unit is responsible for the process of preparing fiscal policy 

As described in the above chapters, fiscal forecasts are prepared in the Eco-
nomics Department of the Ministry of Finance in close cooperation with the 
Budget and Tax Departments and other parties. The Social Insurance Ins-
titution of Finland and the Ministry of Social Affairs and Health also play a 
central role in the preparation of fiscal forecasts. The cooperation creates a 
potential risk to independent forecasting because the Budget and Tax De-
partments are not formally independent of political steering. 

Under the Regulation on Monitoring and Assessing Draft Budgetary 
Plans, the independent body must also have functional autonomy vis-à-vis 
the budgetary authorities of a Member State. Under the Ministry of Finance 
Rules of Procedure (966/2005)27, the Economics Department is responsible 
for preparing the matters that concern economic policy planning and the 
assessment of economic policy impacts. At the same time, the Budget De-
partment prepares the matters that concern fiscal policy. According to the 
rules of procedure of the Economics Department, its Stability Unit, which 
takes part in the forecasting activities, is responsible for the process of pre-
paring fiscal policy. The rules of procedure are not fully in accordance with 
the requirement for independence laid down in the regulation.

According to the audit findings, the fiscal forecast also meets the prac-
tical requirements for independence when consideration is given to the fo-
recast preparation process, process timetable, information flows and deci-
sion-making responsibilities. In fact, close cooperation between different 
departments and stakeholders is essential to producing high-quality fore-
casts, which was also a conclusion in the evaluation of the OBR’s activities.

However, achieving objective independence would require emphasi-
sing independence in supervisory work, external communications and in-
ternal work instructions and a more transparent description of the forecast 

Fiscal forecasting practices meet 
the criteria of independence
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preparation process. 
In addition to forecasting work, the staff of the Economics Department 

is also used in a broad range of expert tasks. From the perspective of en-
dangering independence, drawing the line between permitted and prohi-
bited advice is often difficult. Tasks that may question the independence of 
the Economics Department as a forecasting body should be allocated to the 
ministry’s other departments so that independence of the forecasting can 
be emphasised in the organisation. According to the audit findings, the di-
vision of tasks between the Economics Department and the Budget Depart-
ment in particular should be clarified.

4.4 Public communication is carried out in a 
timely manner  

Under the Regulation on Monitoring and Assessing Draft Budgetary Plans, 
the capacity to communicate publicly in a timely manner is one criterion 
for independence. As laid out in the requirements, the forecasts belonging 
to the preparatory documents for spending limits and the state budget are 
published together with the spending limits and budget proposals approved 
by the Government. As the preparation of the spending limits and the sta-
te budget is a time-consuming process, the macroeconomic forecasts used 
as a basis for them must be prepared 1–2 months before they are published. 

Macroeconomic forecasts (especially the fiscal forecasts) are also re-
vised on the basis of the spending limits proposal or the state budget pro-
posal depending on how the forecast is influenced by the selected fiscal po-
licy. In practice, the Ministry of Finance prepares, in connection with the 
budget drafting process, a forecast as a basis for the negotiations between 
ministries (Government budget session) and a forecast in which conside-
ration is given to the decisions made in the budget session. For this reason, 
the forecasts used as a basis for the drafting process are never published as 
the forecasts to be published are based on the forecast used in the drafting 
process and the political decisions made in the Government budget sessi-
on. However, the impact of the decisions taken in the Government budget 
session on the economic forecast in particular is limited.

4.5 Personnel responsible for forecasting are 
recruited on the basis of experience and 
competence

Experience and competence must be the main grounds for recruiting per-
sonnel that take part in forecasting. The criteria for appointing civil servants 
are laid down in the Constitution of Finland (731/1999)28, under which the 
general qualifications for public office are skill, ability and proven civic merit.

In the audit, the appointment practice was compared with the appoint-
ment of court members. In connection with the reform of the act on appoin-
ting judges (HE 109/1999)29 it was stated that the appointment system may 
not endanger the independence of the courts. In forecasting activities, this 
means that civil servants must be able to make independent decisions wit-
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hout fearing that it could influence subsequent appointments.
There are no differences between the appointment practices concerning 

the officials responsible for theMinistry of Finance’s forecasting activities 
and those applying to other civil servants. The appointment to posts in the 
Ministry of Finance takes place in the Government plenary session (MoF, 
2014)30. This creates a potential risk to independent forecasting. The risk 
can be avoided by having permanent employment and public-service rela-
tionships. When an application for a new post is submitted, earlier decisi-
ons made by the applicants may influence the appointment process. This 
risk is highlighted in fixed-term employment relationships of heads of de-
partment. A post is reopened for applications every five years. The final ap-
pointment decision is made by the Government, which means that politi-
cal interests may influence the decision. 

According to the audit findings, nothing suggests that the appointments 
for forecasting tasks are not based on the competence of the persons in ques-
tion. In the view of the National Audit Office, the Ministry of Finance experts 
responsible for macroeconomic forecasts have the expertise and competen-
ce required in their tasks. The statistical analysis of the forecasting errors 
carried out as part of the audit produced the same result. 

According to the interviews conducted for the audit, the process of rec-
ruiting the civil servants is open and fair. The Ministry of Finance's pay sys-
tem is transparent. The group responsible for the forecasting work has both 
experienced experts and young civil servants who have only recently ente-
red working life among its members. This combination creates good dyna-
mics in which the knowledge is passed from more experienced experts to 
younger persons, while at the same time younger experts provide the workp-
lace community with new perspectives and development enthusiasm. The 
Ministry of Finance also rotates employees in different tasks and responsi-
bilities. This supports the impression that individual staff members act in-
dependently as the forecasts under their responsibility are periodically sub-
mitted to other experts for revision and detailed review.

4.6 Independence requires adequate 
resources

It is stated in the guidelines aimed at ensuring operational independence 
that an agency must have access to the required personnel and tools so that 
it can properly manage the technical and administrative tasks coming wit-
hin its purview. The requirement concerning adequate resources and ac-
cess to information is also contained in the legislation laying down requi-
rements for independent forecasting. 

The Ministry of Finance’s forecasts are prepared with a strict timetab-
le and, when compared with other countries, with small personnel resour-
ces. Personnel resources have remained more or less unchanged for many 
years (in fiscal forecasting there has actually been a slight reduction) even 
though economic phenomena and describing them have rapidly become 
more complex over the past two decades. Moreover, the planned social wel-
fare, health care and regional government reforms will further complicate 
the already detailed fiscal forecasts. 

The civil servants interviewed for the audit highlighted the need for ad-

The persons responsible for 
forecasting activities are appointed 
to their tasks by the Government

The Ministry of Finance prepares 
its forecasts with a strict timetable



42

ditional resources in the Stability Unit. Inadequate resources was also given 
as a reason for the absence of proper documentation. Tools were generally 
viewed as sufficient and the interviewees also noted that the development 
of personnel competence is supported in the organisation.

In principle, the fact that in terms of resources the Economics Depart-
ment (the department responsible for the forecasting) is dependent on the 
ministry’s top management endangers the independence of the forecasting 
activities. The view of the department’s management is that the department 
responsible for the forecasting activities has been allocated adequate resour-
ces for its work.31 In the performance agreement for the economic policy 
coordination area for 2016 (MoF, 2015)32, both the funding for and personnel 
resources of the Economics Department are treated as one entity without 
separating the resources allocated to forecasting work. In terms of person-
years, the 2016 resources allocated to the department in the resource fra-
mework remained at 2015 levels (26 person-years). In euro terms, there is 
a reduction of 4.5 per cent compared with 2015. In order to increase trans-
parency and facilitate the supervision of forecast reliability, the resources 
separately allocated to forecasting should be specified in the resource fra-
mework of the performance agreement.  

The timetable of the Ministry of Finance's forecasting activities is lar-
gely determined by the requirements of outside parties. For this reason, 
the timetable for preparing the forecasts cannot usually be coordinated in 
accordance with the publication dates of the most important baseline da-
ta used in the work (such as national accounts). The forecasting process it-
self is so efficiently organised that the information published can be used 
in the preparation of the forecasts even if it only became available shortly 
before the publication of the forecast. Despite challenging timetables, the 
Ministry of Finance’s Economics Department has access to all necessary 
information sources and cooperation with the parties producing the base-
line data is smooth.

According to the audit findings, the strict timetable does not cause a ma-
jor risk to the independence of the forecasting activities. Furthermore, no 
factors related to the adequacy of competence or resources emerged from 
the audit that would endanger the independence of the forecasting activities.  
These factors are primarily a risk to the quality of the findings. Based on a 
statistical analysis, the quality of the findings has, however, remained good.

4.7 There are no written procedures for 
verifying independence of forecasting 

It emerged from the interviews conducted as part of the audit that the Fis-
cal Policy Act containing provisions on the independence of the forecasting 
activities has not resulted in any changes in operating practices or guideli-
nes from the perspective of the personnel. An entry on the independence 
of the forecasting has, however, been added to the rules of procedure of the 
Economics Department. According to the audit observations, there are no 
other written procedures or guidelines aimed at meeting or strengthening 
the requirement for independence. For example, there is no separate entry 
in the rules of the procedure of the Ministry of Finance concerning the in-
dependence of the forecasting activities. 

Inadequate resources was 
given as one reason for the 
absence of documentation
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The civil servants interviewed for the audit are of the view that no sepa-
rate guidelines are needed and that independence is self-evident. Further-
more, the view is that there has not been any external pressure concerning 
the forecasts and that the forecasts are prepared in a highly independent 
manner. The view is that subjectively, the macroeconomic forecasts of the 
Ministry of Finance are prepared in an impartial manner. However, this do-
es not guarantee that as circumstances and personnel change independence 
can also be ensured in the future. In fact, the view that independence is self-
evident constitutes a threat to independence. Critical examination of inde-
pendence can be encouraged by means of appropriate written guidelines.

The main point in the promotion of objective independence is that in-
dependence is taken into account in the guidelines concerning the Ministry 
of Finance’s forecasting activities. Guidelines and procedural practices can 
help to ensure that when independence is at risk, there are guidelines on 
the basis of which the risks can be minimised. The descriptions of the met-
hods and processes used in the preparation of the forecasts should also be 
open and transparent.

Openness and transparency are essential, especially because the Finnish 
practice under which the macroeconomic forecasts are produced in the Mi-
nistry of Finance and not submitted for endorsement by external bodies is 
different from the practices observed in other EU countries. Clear written 
procedures help to ensure the independence of macroeconomic forecasts 
and continuous supervision of their reliability.

Subjective independence 
does not guarantee 
independence in the future

Written procedures help to 
ensure the independence of 
macroeconomic forecasts 
and continuous supervision 
of their reliability
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This appendix describes how the findings presented in the audit have been 
produced and what are the limitations concerning the findings.

Objective of the audit and use of the audit findings

The aim of the audit was to determine whether the forecasts produced by 
the Ministry of Finance give a true and fair picture of the economy and the 
economic outlook that can be used as a basis for fiscal policy decision-ma-
king, to assess and improve the openness and transparency of the forecas-
ting process and methods and to examine the independence of the macro-
economic forecasts prepared by the Ministry of Finance.

Audited entity

The audit was conducted in the Ministry of Finance and the main focus 
was on the ministry’s Economics Department and its forecasting function.

An opinion on the draft audit report was requested from the Ministry 
of Finance, which also submitted the opinion. The feedback contained in 
the opinion was taken into account in the preparation of the final audit re-
port. The opinion and the abstract based on it can be viewed on the websi-
te of the National Audit Office.
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Appendix

Audit issues and sub-issues

1. Are Ministry of Finance’s macroeconomic fore-
casts statistically reliable?

 – Is there any bias in the forecast errors of the Mi-
nistry of Finance's macroeconomic forecasts?

 – Are there differences between the forecast er-
rors of the Ministry of Finance's macroeconomic 
forecast and those of the reference group?

2. Are the forecasting processes and methods of the 
Ministry of Finance properly explained and desc-
ribed in an open and transparent manner? 

 – How are the forecasts documented?
 – How are forecasting risks highlighted?
 – Is the Ministry of Finance’s forecasting suffi-

ciently transparent?

3. Is the forecasting work in the Ministry of Finance 
organised and managed so that the requirement 
for independence is met?

 – Is the regime grounded in national laws, regula-
tions or binding administrative provisions?

 – Are instructions taken from the budgetary aut-
horities or from any other public or private bo-
dy?

 – Is public communication carried out in a time-
ly manner?

 – Is recruitment on the basis of experience and 
competence?

 – Does the Economics Department have the ade-
quate resources and does it have access to the 
necessary information so that it can perform its 
tasks?

 – Are there any written procedures aimed at ensu-
ring independence?

Audit criteria, material and methods 

Criteria: statistical inference; statistical tests

Material: Time series material covering economic 
forecasts taken from ETLA's database and Statistics 
Finland's national accounts material on past econo-
mic trends

Methods: statistical analysis

Criteria: true and fair picture, openness and transpa-
rency, Budgetary Frameworks Directive (2011/85/EU), 
recommendations based on IMF and OECD reports on 
on-budget entities and financial management

Material: Economic surveys, Ministry of Finance’s met-
hodological and process descriptions, interviews of Mi-
nistry of Finance civil servants, calculation systems us-
ed in the preparation of Ministry of Finance forecasts, 
international reference material

Methods: document analysis and interviews

Criteria: EU legislation, reliability of the findings, open-
ness of documentation, best practices of the indepen-
dent organisation of activities

Material: interviews, Ministry of Finance documents, 
literature on assessing independence

Methods: document analysis and interviews and logi-
cal inference based on the issues covered by the audit
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Audit process 

The preliminary review for the audit was carried out between 8 May 2014 
and 25 September 2015. The audit was started on 1 October 2015 and it was 
completed on 10 June 2016. The statistical material used in the audit had 
been compiled between 1997 and 2014. The most recent material used in 
the audit is from April 2016. 

The interviews included in the audit were conducted in the Ministry of 
Finance in November 2015 and January 2016. The interviews conducted 
during the preliminary review in May 2015 were also used in the audit. A 
total of 13 persons were interviewed in the Economics Department of the 
Ministry of Finance.

Persons carrying out the audit

The audit was carried out by Principal Fiscal Policy Auditors Ville Haltia and 
Meri Virolainen and Senior Auditor Sami Grönberg. Senior Economist Sep-
po Orjasniemi was in overall charge of the audit process. Quality assurance 
of the audit report was the responsibility of Jarmo Soukainen, Senior Di-
rector for Performance Audit.

Limitations and reservations concerning the audit findings

 – In this audit, macroeconomic forecasts mean the macroeconomic fo-
recasts and fiscal forecasts prepared in the Economics Department 
of the Ministry of Finance. The forecasts used by the Economics De-
partment as baseline data in its forecasts (such as the forecasts pre-
pared by the Tax Department of the Revenue Working Group) were 
not separately audited in the audit.

 – There is slight variable-specific variation in the length of the time se-
ries used in the statistical analysis. The material is described in more 
detail in a separate audit memorandum.  
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